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COMMENTS AND PROPOSALS OF USFON, INC.

TO THE HONORABLE COMMISSION:

USFon, Inc. (“USFon”) respectfully submits its comments pursuant to the amended

comment cycle established in these dockets.!

Description of USFon, Inc.

USFon, Inc. represents a partnership between the University of Texas School of Law and
the University of Texas Wireless Networking Group of the College of Engineering, along with
various community groups and socially conscious communications companies. We are a non-
profit Texas company dedicated to closing the digital divide in America by bringing
communications capabilities to families and individuals who otherwise cannot afford them, and

to those who live where the costs of modern communication technology are unreasonably

1 Comment Cycles Established for Commission’s Notices of Proposed Rulemaking Regarding the Identical
Support Rule, the Use of Reverse Auctions to Set High-Cost Universal Service Support, and the Federal-State Joint
Board on Universal Service’s Recommendations for Comprehensive Reform of High-Cost Universal Service
Support, WC Docket No. 05-337, CC Docket No. 96-45, Public Notice, DA 08-499 (rel. Mar. 4, 2008), as changed
by the Acting Associate Chief, Wireline Competition Bureau, in Order, In the Matter of High-Cost Universal Service
Support Federal-State Joint Board on Universal Service, WC Docket No. 05-337, CC Docket No. 96-45,
DA-08-674, (rel. March 24, 2008).



W(C Docket No. 05-337 and CC Docket No. 96-45; USFon’s Initial Comments and Proposals Page 2

prohibitive for whatever reason.

USFon advocates forward-looking communications policies that protect families against
being priced out of basic communications services. USFon is committed to developing
innovative solutions to the legal, technical, economic and social barriers blocking our nation’s

universal access initiatives.

The Commission Has Not Lived Up to Its Word on Universal Service

An overhaul of the Commission’s universal service policies is both wise and long
overdue. However, the problems at hand expose serious deficiencies in our national
communications policy that cannot be ignored if we wish to move forward. Our approach to
universal service cuts to the heart of the challenges we face in adapting to the new information
age.

Acrtificial distinctions between “providers of last resort,” broadband, and mobile service—
distinctions enshrined in current USF proposals—expose a long-existing yet dangerous flaw in
our national communications policy: a commitment to obsolete communications technologies
and business models disguised as a multi-pronged approach to supposedly distinct uses of what
are in fact interrelated technologies.

The Commission has avoided reconciling its regulatory posture with the reality of
modern communications by shifting what used to be intra-modal cross-subsidies into inter-modal
and “inter-model” cross-subsidies: for example, rather than pillaging long-distance and business
phone service to support residential and rural phones, today the Commission applies a Universal

Service Charge to predominantly upmarket cellular phones and devotes the windfall to funding
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defunct landline service. Likewise, where Bell used to claim it was being forced into unfavorable
markets, today incumbent providers such as AT&T and Verizon protest the averaging of
universal service rates and unfair support of “rural” providers. This is all merely a new gloss on a
very old stratagem—voiced, in fact, by many of the same old monopoly concerns.

The Commission mandated “technological neutrality” as a core component of the USF
system over a decade ago?, but that policy has since remained little more than a token
watchword, unexplained and unimplemented. In its 2005 Intercarrier Compensation Further
Notice of Proposed Rulemaking, the Commission offered an explanation of the policy that can
and should be applied not only to intercarrier compensation but also Universal Service:3

We also agree that any new intercarrier compensation approach must be
competitively and technologically neutral. Given the rapid changes in
communications technology, it is imperative that the new rules accommodate
continuing change in the marketplace and do not distort the opportunities for
different carriers using different and novel technologies to compete for customers.
In addition, we favor an approach that provides regulatory certainty where possible
and limits both the need for regulatory intervention and arbitrage concerns arising
from regulatory distinctions unrelated to cost differences. Similar types of traffic
should be subject to similar rules. Similar types of functions should be subject to
similar cost recovery mechanisms. We are interested not only in similar rates for
similar functions, but also in a regime that would apply these rates in a uniform
manner for all traffic. To the extent a proposed regime would preserve distinctions
between types of carrier or types of traffic, such distinctions should be based on

2 Report and Order, Federal-State Joint Board on Universal Service, CC Docket No. 96-45, FCC 97-157, | 45, 12
FCC Rcd 8776 (1997) (Universal Service Order), as corrected by Errata, Federal-State Joint Board on Universal
Service, CC Docket No. 96-45, FCC 97-157 (rel. June 4, 1997), affirmed in part, Texas Office of Public Utility
Counsel v. FCC, 183 F.3d 393 (5t Cir. 1999) (affirming in part and reversing and remanding in part Universal
Service First Report and Order, cert. denied, Celpage, Inc. v. FCC, 120 S. Ct. 2212 (May 30, 2000), cert. denied,
AT&T Corp. v. Cincinnati Bell Tel. Co., 120 S. Ct. 2237 (June 5, 2000), cert. dismissed, GTE Service Corp. v. FCC,
121 S. Ct. 423 (November 2, 2000).

& The Incumbents have most certainly conflated intercarrier compensation and universal service support. See,
e.g., WC Docket 08-8, Petition of the Embarqg Local Operating Companies for Limited Forbearance Under 47
U.S.C. § 160(c) from Enforcement of Rule 69.5(a), 47 U.S.C. § 251(b), and Commission Orders on the ESP
Exemption, Petition p. 23, note 58, p. 28.
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legitimate economic or technical differences, not artificial regulatory distinctions.*

The time has come—and the window of opportunity is rapidly closing—to fully commit

to and truly apply this forthright position.

Our Current Universal Service Policy is Designed to Fail

It should be self-evident that if one provider offers mobile, voice, and broadband services
at the lowest price, it represents the most efficient option for universal service. But the
Commission’s proposed USF approach definitionally segregates these regimes, regardless of
whether the technologies fulfill similar functions. Arbitrarily dividing fundamentally identical
functions into old-style, legacy notions of discrete “services” defined by antiquated business
models is a recipe for rolling disaster.

For example, the current conception of mobility as “voice service” means that last-resort
phone service and mobility service are inherently redundant—but the Commission and the Joint
Board propose to fund two identical “voice” lines based on whether the signal travels through the
air or through a copper wire! Even though this distinction specifically contradicts the
Commission’s stated technological-neutrality policy, it has been built into the current USF

proposals without a second thought.

4 Further Notice of Proposed Rulemaking, In the Matter of Developing a Unified Intercarrier Compensation
Regime, CC Docket No. 01-92, FCC 05-33, 1 33, 20 FCC Rcd 4685, 4702 (rel. Mar. 2005); See also, Further Notice
of Proposed Rulemaking and Report and Order, In the Matter of Federal-State Joint Board on Universal Service;
1998 Biennial Regulatory Review--Streamlined Contributor Reporting Requirements Associated with Administration
of Telecommunications Relay Service, North American Numbering Plan, Local Number Portability, and Universal
Service Support Mechanisms; Telecommunications Services for Individuals with Hearing and Speech Disabilities,
and the Americans with Disabilities Act of 1990; Administration of the North American Numbering Plan and North
American Numbering Plan Cost Recovery Contribution Factor and Fund Size; Number Resource Optimization;
Telephone Number Portability; Truth-in-Billing and Billing Format, CC Docket No. 96-45, CC Docket No. 98-171,
CC Docket No. 90-571, CC Docket No. 92-237, NSD File No. L-00-72, CC Docket No. 99-200, CC Docket No.
95-116, CC Docket No. 98-170, FCC 02-43, 11 13, 17, 86, 139, 15817, 17 FCC Rcd 3752, 3758-59, 3760, 3790,
3809, 3817 (rel. Feb. 2002).
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This approach is, we believe, calculated to fail, as it can produce only two results, both
undesirable: either (a) an anti-competitive government cross-subsidy for the first company
providing last-resort or mobile service under the USF, or (b) an inevitable violation of the “one
supported access provider” principle via a subsidy of both mobile and land-line voice service.
Whether this deficiency is by design or by mistake, in a few years we will face the predictable
objection that the entire USF program is misguided, and we will be asked to throw out the baby
with the bathwater.

Furthermore, both possibilities make the proposed “reverse auctions” incoherent, because
the government will ultimately be required to either subsidize two “lowest bidders” or to
subsidize the first market entrant. There is no middle ground. This incoherency is not only
ludicrously inefficient; it violates the Commission’s most basic values of competition, diversity,
and localism. Again, we expect that this predictable deficiency will probably be offered as

pretext to scrap the USF program itself.

In Fact, Current USF Policy is a Trick

Universal Service is a venerable part of our communications policy and its stated goals
are both necessary and honorable. However, a pattern of neglect in recent years has transformed
the USF program into a national boondoggle. Limiting universal service support to obsolete
voice mechanisms creates a subsidized inefficiency: one hand of the government enforces the
monopoly of legacy voice service by preventing interconnection with efficient services like
Skype, and the other hand pays billions of dollars a year to subsidize obsolete legacy “voice

service” at a cost level inflated by the same policies blocking market entry by competing
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services. The result is that both “hands” form a choke-hold against progress to efficient
attainment of universal connectivity and communications through new technology and business
models.

This perverse twist of political logic is akin to supporting “universal travel” by taxing
gasoline to fund transport by stagecoach. We should not protect obsolete legacy services and
service providers against disruption by new technologies and business models; we should fund
universal communications capability by supporting access and applications that are provided
through the most efficient and productive means. Subsidizing yesterday’s technologies and
business models is unsustainable policy. The current and proposed USF approaches we have seen
will ensure that the neediest receive only second-class, overpriced communications tools. We can

do better.

The Solutions Are Obvious

The Commission’s previous paeans to “technological neutrality” sorely underestimated
the litany of excuses since proffered as “legitimate economic or technical differences” justifying
regulatory largesse. Incumbent providers’ thinly-disguised defenses of their stagnant markets are
now long past their sell-by dates.

The current USF proposals present a stark choice. We can retain an increasingly strained

LN 1] 77 Lk

taxonomy of communications technologies: “voice,” “advanced services,” “mobile,”
“broadband,” and so forth. Or, we can choose to recognize the reality that has existed for several
years: “voice” is merely another form of data, whether transmitted through the air or a wire,

whether sent through an old Stromberg-Carlson step-by-step switch or via Skype; artificial
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distinctions that permit legacy carriers to charge consumers for data sent by objectively less
efficient means are preventing desperately-needed reforms of our communications industry.

Universal service should not be a part of this shell game; the Commission must guard this
fundamental ideal against abuse by politically connected incumbents. Universal service has been
a touchstone of our public policy for nearly a century, and ubiquitous communications are a
bedrock of our competitive infrastructure. The Internet era has resoundingly validated the notion
that communication networks become vastly more valuable when available to everyone—
especially that last slice of consumers targeted by universal service support.

But those consumers—mostly rural and low-income Americans—Iack the political might
of incumbent telcos. Consequently, those areas that would benefit the most from new
technologies have been neglected.

Rather than concocting creative new ways to shoehorn novel technologies like mobile
and broadband into an increasingly fragmented regulatory regime, the Commission should stay
true to the policy of technological neutrality it proposed years ago.

It is crucially important that the Commission and the Joint Board end the protection
racket built by incumbent providers on transparently false claims of technological backwardness,
and instead demand a return to the straightforward policies laid out in the 2005 Intercarrier
Compensation Further Notice. Specifically, the Commission should:

1) Reject the Joint Board’s arbitrary disaggregation of mobile, broadband, and voice

support, and instead adopt a forward-looking Universal Service policy that explicitly

recognizes the public, interconnected nature of all networks, “voice,” “data,” or
otherwise.

(2) Immediately cease subsidizing voice services whose costs are already inflated by
the Commission’s own carrier-protection regimes.

3) Explicitly concur with AT&T’s critique of Time Warner and Sprint’s argument
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that internet service is ineligible for universal service support by affirming that the
Commission’s authority under its mandate is intended to be forward-looking and to
encourage technologies that support American competitiveness, not limited to propping
up whatever infrastructure happened to be built in previous decades.®

4 Reject Vonage’s proposal for an antiquated number-based access system as the
clumsy attempt at regulatory capture that it represents.

5) Unequivocally reject AT&T’s blatant plea for incumbent monopoly protection via
a year-long pre-qualifying period for USF providers.

(6) Adopt AT&T’s suggestion that universal service support be allocated on a more
granular, affordability-based metric, but move beyond AT&T’s focus on rural support to
clearly include the long-standing but oft-neglected goal of low-income support, and
further demand that AT&T participate in its own proposed regime by making its wire
center and line costs transparent to the public that funds them.

(7)  Allocate the Universal Service Fund on a competitive, technology-neutral,
functional basis, focusing on real-world uses rather than on particular technologies or
outdated definitions of “services.” The Commission’s primary concern must be with costs
and applications, not the mechanisms by which services are delivered.

More generally, the Commission ought to refocus its regulatory energies on five simple
precepts:

1) Universal service, at its heart, simply means affordable access to communications
capability for all Americans, by whatever means necessary. Our first concern should
always be making certain that all citizens—especially those of lesser means or in remote
parts of the country—have access to the same capabilities as everyone else.

2 Technology is the ally of an enlightened communications policy. We should invest
in infrastructure and user control, not “services” as defined by outdated technologies and
business models. Moore’s law applies to communications services®: costs should
perpetually decrease while performance increases. We should never pay to retain a legacy
technology when more efficient options are available.

3) Companies that receive public support via the Universal Service Fund bear a
reciprocal obligation to the public to provide accurate, transparent accounting of the costs
they incur and to compete vigorously in providing superior service.

4 Communication networks should be approached not as different technologies

5 AT&T Reply Comments, In the Matter of High Cost Universal Service Support; Federal-State Joint Board
on Universal Service, WC Docket No. 05-337, CC Docket No. 96-45 (July 2, 2007).

6 See, http://en.wikipedia.org/wiki/Moore’s_law, ® Wikimedia Foundation, Inc. Communications technology
is computer-driven. The costs of switching and transport have both been materially reduced as a consequence of the
cost/performance improvements described by Gordon Moore.
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which must all be accommodated mindlessly, but as different sectors of the same public
network—generally, the Internet—which ought to be interconnected on a protocol- and
application-neutral basis.

(5) Communications policy should be elegant and predictable, not arcane or
apocryphal. Competition flourishes best in an environment of regulatory clarity.

Financial interests notwithstanding, providing effective communications to all Americans
is a necessary and vital goal in and of itself. Our conscious failure to live up to that ideal is both
economically and morally unacceptable. We have nickel-and-dimed our way past hard questions
that accompany the new reality of global communications and as a result we are risking our
leadership in the sector, if we have not lost it already. The rest of the world is not waiting for us
to untangle our outmoded rules and old habits. There are no more second-best options.

The Commission must reclaim its statutory and public obligations to defend the competitive
integrity of the communications industry. Despite a broad consensus that we must move forward,
regulatory inertia and a general lack of political will have us chasing an ever-receding
technological curve. Solutions to these issues may be unspoken, but they are not unknown, and
in the future we will not be able to claim that we did not understand the questions before us. We
will be remembered by whether we chose to answer them.

To that end, graduate and law students at The University of Texas School of Law have
been focusing their efforts on providing new answers for modern universal service policy.
Attached to these comments is the Texas Law School Students’ Universal Service Fund Subsidy

Cap Model (hereinafter labeled as the “UT LAW USF SUB CAP MODEL”)’ that provides a

7 This model has been developed by several students at the University of Texas School of Law as part of their
directed research for credit; it does not represent the views of the University of Texas or any of its divisions or
schools.
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solution superior both to our current system and to the proposals of the Joint Board. We strongly
encourage the Commission to consider this proposal as a starting point for a new and revitalized

approach to the Universal Service Fund.

Respectfully Submitted,

Seth Poulos

Mark Xiong

Howard Fomby

USFon Inc.

1250 S. Capital of Texas Highway
Building 2, Suite 235

Austin, TX 78746

August 17, 2008



Introduction to the “UT LAW USF SUB CAP MODEL™?

A subsidy is a privilege, not a right or an entitlement. The Commission currently
has a historic opportunity to create a structure for the Universal Service Fund (“USF”)
that is forward-looking, technologically neutral, pro-competitive and provides incentives
for innovation and efficiency. Under the reverse auction method we detail below, any
recipient of funds under the current scheme that does not wish to participate under the
new model can continue to receive subsidies until that entity can gracefully exit the
marketplace and be replaced by an entity that effectively embraces the Commission’s

universal service mechanisms.

Like “rate of return” regulation, the current USF system imposes unnecessary
costs, impedes competition and competitive entry, and denies rural and “high cost”
consumers opportunities for modern communications.  This system also allows and
encourages gaming analogous to so-called “traffic pumping” engaged in by rate of return
ILECs.2 A recent Texas High Cost Subsidy case provides a striking demonstration of the

problem: when the Texas PUC staff and the incumbent provider reviewed the same

1 The University of Texas School of Law Students’ Universal Service Fund Subsidy Cap Model has
been developed by several students at the University of Texas School of Law as part of their directed
research for credit; it does not represent the views of the University of Texas or any of its divisions or
schools.

2 Memorandum Opinion and Order, In the Matter of Qwest Communications Corporation,
Complainant, v. Farmers and Merchants Mutual Telephone Company, Defendant, File No. EB-07-MD-001,
FCC 07 — 175, 22 FCC Rcd 17973 (rel. Oct. 2007); Order Designating Issues for Investigation, In the
Matter of Investigation of Certain 2007 Annual Access Tariffs, WC Docket No. 07-184; WCB/Pricing No.
07-10, DA 07-3738, 22 FCC Rcd 16109 (rel. Aug. 2007); Declaratory Ruling and Order, In the Matter of
Establishing Just and Reasonable Rates for Local Exchange Carriers, Call Blocking by Carriers, WC
Docket No. 07-135, DA 07-2863, 22 FCC Rcd 11629 (rel. June 2007) Released; Adopted June 28, 2007.
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source material, the incumbent calculated its Annual High Costs Eligible for Support at
approximately $269,000,000, whereas the Texas PUC Staff concluded that the correct

cost was only $3,000,000.

This high-stakes game of cat-and-mouse “cost-plus” economics still plagues the
USF. This is a game we can no longer afford to play. Our solution implements “Subsidy
Caps” using a variant price-cap solution. This mechanism’s most notable benefit is its
pro-competitive nature; it is available to all providers on an equal basis—carriers, non-

carriers and application providers.

Our solution also recognizes that there is only one truly “Public Network”: the
Internet. Legacy networks are insular, walled gardens, neither truly interoperable nor
able to efficiently interconnect with other networks.®  Under our approach, all other
networks can be integrated into the Public Network under the aegis of open access, cost-
based interconnection, and interoperability standards. In order to receive any ongoing
USF subsidy, the receiving entity (and all of its affiliates) will reciprocate by voluntarily

adhering to fair open network management principles.

E The incumbents’ networks may facially meet the definition of the Public Switched Network as that
phrase is defined in 8 20.3 of the Commission’s rules, but they do not have reasonable interoperability or
interoperation with alternative networks. See, e.g., AT1S-0100523.2007, ATIS Telecom Glossary 2007, ©
Alliance for Telecommunications Industry Solutions, 2007, definitions of “interoperability” (available at
http://www.atis.org/glossary/definition.aspx?id=4292) and “interoperation” (available at http://
www.atis.org/glossary/definition.aspx?id=4294). They call it the “public switched telephone
network” (“PSTN”) but it is really the “incumbents’ switched telephone network” (“ISTN™).
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Incumbent providers have of course contested network management from time to
time. Nevertheless, the Commission and the public are simply not legally obligated to
support stale technology nor to artificially extend the life of outdated businesses and
technologies. By providing a public subsidy, the Commission is purchasing a good, and
is afforded a contractual right to set fair terms. Moreover, even incumbent providers have
recognized the Commission’s clear mandate to allocate USF subsidies on a forward-
looking basis.# In accordance with those principles, the Commission should encourage
open and technologically progressive network management guidelines.  Likewise,
network operators should be free to make a business decision to forgo public funding and

set their own network management policies.

The network management guidelines we suggest are simple:

1) The bandwidth or bearer elements and operations of the network must be operated
in an “application agnostic” manner;

2) The signaling elements and operation of the network must be operated in a
“protocol agnostic” manner;

3) The recipient of a subsidy must interconnect with a reasonable amount of capacity
at a meet point with any other provider that requests direct interconnection;

4) The interconnection must use any technically and economically suitable protocol
or standard requested by the interconnecting provider;

5) The subsidy recipient must take objectively reasonable steps to ensure that its
network—and the services and applications on its network—interoperate with the
interconnected network;

4 See, e.g., AT&T Reply Comments, In the Matter of High Cost Universal Service Support; Federal-State
Joint Board on Universal Service, WC Docket No. 05-337, CC Docket No. 96-45 (July 2, 2007).
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6) The subsidy recipient must establish mutual, reciprocal and cost-based facilities
and traffic exchange arrangements; furthermore, if the interconnecting network
establishes a meet-point in a county where subsidies are received, and if
originating and terminating traffic between the two networks is within a 3:1 ratio,
then the traffic compensation arrangement shall be “bill-and-keep.”

7) The subsidy recipient shall efficiently route traffic addressed to the
interconnecting network and must accept traffic addressed to the recipient’s
network without routing or pricing discrimination between traffic type, source,
destination or regulatory classification.

Any existing ILEC recipient unsatisfied with either the per-service amounts or the
aggregate cap can automatically continue to receive the average per-year subsidy from
the preceding two years (i.e., the average of 2006 and 2007), on the condition that the
recipient agrees to offer its network and customer base at a public FCC Auction run on
rules substantially similar to those used in the recent Wireless Auction 73.5 The FCC will
auction these “ILEC Exchanges” every two years. The selling company will receive 90%
of the sale proceeds, while the FCC retains the remaining 10% to cover costs. The new
buyer will assume “provider of last resort” obligations and adhere to the subsidy caps. If
no qualifying bids on the exchange are received, the incumbent may continue to receive

the elevated subsidy, subject to a prudence review of its operations and investments, and

a good-faith commitment to the program guidelines.

5 l.e., the highly-successful 700 MHz spectrum auction.

4
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Our approach solves many of the problems® associated with a system reliant on a

“naive” reverse-auction system, notably:

1)

2)

3)

4)

By using the Commission’s own statistical analysis as a starting point for
determining fair prices for the ILEC Exchanges, the Commission can avoid any
threat of artificial inflation that might result from a low number of potential
participants in a given area.

Establishing a baseline “competitive” price balances the goals of promoting
competition with the reality that subsidized ETCs are granted at least temporary
regional monopolies under any effective universal service program.

Incorporating market data and population density filters into a county-based
analysis balances between the need for an easily-administrable system and the
legitimate concern that geographic divisions are necessarily imperfect.

This approach can (and should) be both protocol and technology agnostic, in

accordance with the Commission’s stated commitment to competitively- and
technologically-neutral solutions.

Finally, we expect—and in fact welcome—an “oversubscription” to the subsidy in

various geographic areas. From a policy standpoint, this indicates the presence of

competing technologies, applications and service providers , as well as a healthy increase

in adoption rates in the area. In the event of “oversubscription,” the per-user utility

subsidy can simply be adjusted proportionally downward under an aggregate “Cap

Maximum” amount.

6 In their recent Comments to the Commission, AT&T also proposes a granular, Census-based funding
mechanism, but argues that "rather than identifying in advance which specific Rural Census Block Groups
actually are underserved and thus eligible for funding (which likely would take the Commission months, if
not years, given the data it would have to collect and review), the Commission should rely on applicants
themselves to identify the underserved areas they intend serve [sic]". Id. at Note 4 infra, emphasis added.

Though we confess some skepticism that AT&T lacks the necessary data to allocate telecommunications-
based infrastructure costs, we are nevertheless pleased to present them with our Model as a proof of
feasibility, and trust that, their doubts now allayed, they will not hesitate to support our plan and perhaps
even contribute some of their own scarce resources toward its improvement.
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Like price caps, the advantages of our proposal lie in its efficiency, transparency,

and ease-of-administration.
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Explanation of UT LAW USF SUB CAP MODEL’S Statistical Approach for

Determining Eligible Areas and Appropriate Funding

In order to be technologically neutral, the Commission’s USF model must focus
on its stated task at hand: to assist citizens in “high cost” areas who cannot otherwise take

advantage of the benefits of modern communications technology.

We recognize that the telephone-centric concept of “rate centers” dominates the
current policy frameworks; however, using a legacy infrastructure as a proxy for to shape
the construction of a next-generation network makes little sense. In order to devise a
policy free of historical bias, our proposal allocates USF support on a county-by-county

basis using Census data from 1990 and 2000 and projections for 2007.7

We further disaggregate Census data based on size differentials between counties
in different states. We consequently limit support to less-populated counties where the

need for assistance is greatest.

USF policy should also account for “Market Desirable” areas that likely do not
need or require the same support as “Market Undesirable Areas.” We evaluated counties

based on the results of the recent FCC Wireless Auction 73 results and by amount paid

7 The Hatfield model also disaggregates based on county census data.



WC Docket No. 05-337 and CC Docket No. 96-45 Page 8
Appendix A, USFon’s Initial Comments and Proposals

per capita. We then ranked counties on a scale of 1 (least desirable) to 5 (most desirable),

ie.:

Category 1 County 1.4
Category 2 County 1.2
Category 3 County 1.0
Category 4 County 0.8
Category 5 County 0.6

We then allocate a percentage determined by the most recent population estimate
and by the weighting categories. We next apply a “density filter” based upon population
density per county. This filter eliminates from eligibility counties with population

densities in excess of 120 people per square mile.®

The result is a disaggregated weight for USF High Cost funding by eligible
county relative to every other eligible county. We then multiply that weight by the total
fund allocation of $3.45 billion® which we allocate on a monthly basis. We also allocate

$50 million for discretionary application support.

8 We found no firm rule of how dense a “rural” county is or why a particular geographic area should
be considered “High Cost.” To a large degree we relied on the “Market Results” to tell us. Further, we
exempted “Coastal/Hurricane” from this filter and instead applied a pure population filter. Further, we
observed that it is likely that many of the removed counties due to the density filter are likely “Low
Income” rather than “High Cost.” The purpose of this model is to assist in “High Cost” areas rather than
“low income” areas. Creation of a model targeting “low income” areas may be appropriate, and we would
be pleased to assist in an effort in this regard.

9 We chose $3.45 billion as a subset of the 2007 actual high cost disbursement of $4,286,733,000 to
create “room” for continued subsidy payments accommodating incumbents that do not “opt in” to the new
USF structure.
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Finally, we allocate funding between legacy voice services and “IP Bandwidth” in
a technologically neutral fashion, based on user-derived utility estimates. The final
outcome is a fair, deterministic national funding structure for universal service

providers.t0

10 We declined to use the “official” government definition of “broadband,” instead opting for an
actual measure of service utility. Likewise, the Commission should adopt a target for service levels that is
unconstrained by political determinations of adequacy. The peccadilloes of incumbent concerns are of
secondary importance when weighed against our need for an effective universal service policy.
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